Woman C.P.A.
Volume 26

Issue 3

Article 1

4-1964

Benefits of a Natural Business Year
Marguerite Reimers

Follow this and additional works at: https://egrove.olemiss.edu/wcpa
Part of the Accounting Commons, and the Women's Studies Commons

Recommended Citation
Reimers, Marguerite (1964) "Benefits of a Natural Business Year," Woman C.P.A.: Vol. 26 : Iss. 3 , Article 1.
Available at: https://egrove.olemiss.edu/wcpa/vol26/iss3/1

This Article is brought to you for free and open access by the Archival Digital Accounting Collection at eGrove. It
has been accepted for inclusion in Woman C.P.A. by an authorized editor of eGrove. For more information, please
contact egrove@olemiss.edu.

Benefits of Adopting a Natural Business Year
Marguerite Reimers, CPA
Seattle, Washington
It has long been considered that the adop
tion of a natural business year by corporate
clients is a device for more equitable distribu
tion of the workload of the accounting pro
fession. In the final analysis it may be the
client that receives the greatest benefit from
following such a plan.
Before considering the advantages, perhaps
we need first to consider what is a natural
business year. One definition might be: “It
is a period of twelve consecutive months (or
52-53 weeks) which ends when the activities
of an enterprise have reached the lowest point
of the annual cycle.” What that period might
be would be determined by one or more of
the following factors: low inventories, sub
stantial realization of accounts receivable,
substantial reduction of accounts payable, pro
duction and sales at the lowest point. It may
be that season of the year just preceding the
introduction of new models.
How does business benefit from this prac
tice? Foremost it would seem that the use of
a natural business year can more nearly reflect
the operation of a complete business cycle,
rather than parts of two cycles. For this reason
financial statements prepared for a corporation
using a natural business year are generally
more meaningful and, consequently, more
useful in planning for the future. Fewer ad
justments are required when the information
contained in such statements is used as the
basis in preparing budgets for future periods.
The statements of a natural business year
corporation will generally show the greatest
liquidity of the company and will more accur
ately reflect valuation of such assets as ac
counts receivable and inventories. They will
probably also show a low figure for current
liabilities, thereby presenting the most favora
ble working capital ratio.
What other advantages accrue to a business
operating on a natural business year? There
are many in the field of inventory taking. A
period of low activity will make available for
the inventory count employees who are famil
iar with the product. Weather may be a factor
if inventory is stored outside or in unheated
areas. It is difficult to value inventory covered
by snow, and inclement weather can reduce
the efficiency of those making the count or
calculating the quantity of bulk material.

Further, the task of counting the inventory
is in direct proportion to the amount on hand.
If the inventory is at a low level, the count
can be completed much more expeditiously
than if the warehouse is bulging with product.
When perpetual inventory records are used
and a comparison of the actual quantity on
hand is made for specific items at convenient
intervals throughout the year, the smaller
quantity to be valued will produce a more
accurate figure for the inventory. Not to be
overlooked are the savings in man hours re
quired to reach this more accurate valuation.
If accounts receivable are substantially re
alized, doubtful accounts are more readily
recognized, and proper provision for bad debts
can be determined. This again permits a more
accurate valuation of this asset.
With inventories and accounts receivable
reduced, the cash provided from these sources
will probably have been used to reduce cur
rent indebtedness, resulting in a more favor
able working capital ratio. A financial state
ment showing the most liquid position of the
corporation will be more favorably received
by bankers and other credit grantors.
While large corporations are required to
make advance partial payments on corporate
income taxes, the smaller corporations, under
the 1954 Code, with taxable income of less
than $100,000 are not required to pay the first
installment of income tax until 2 % months
after the close of the fiscal period with the
balance due three months later. In these in
stances the tax probably falls due when busi
ness is on the upswing and funds may be more
readily available to make the payment.
Selection of an appropriate closing date in
volves many considerations. It may involve a
study of past production records, monthly in
ventory records, a review of accounts receiv
able balances throughout the year as well as
a sales record. A publication of the American
Institute of Certified Public Accountants en
titled “Do You Close Your Books on New
Year’s Eve?” includes a “Natural Business
Year Determination Chart.” The chart pro
vides for monthly statistics on production, the
various classes of inventories at the close of
the month, sales, accounts receivable, accounts
payable and notes payable. The form is in
tended for use in obtaining information with
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regard to seasonable fluctuations in specific
businesses or industries and thereby determin
ing whether changes in fiscal years might be
advantageous. In some cases, it may not be
practicable to obtain and list information for
all of the columns and spaces in the chart. In
others, fluctuations may be more clearly indi
cated by additional or substitute headings.
When the pertinent data is spread in this
manner, it is a fairly simple matter to deter
mine the peaks and valleys, and to arrive at
a decision as to what period may constitute
the proper business cycle.
In 1955, the AICPA published a pamphlet
entitled “Suggested Fiscal Closing Dates.”
These dates were developed from studies by
the Natural Business Year Council, the Uni
versity of Illinois, the Bureau of Economic
Research, and Dun and Bradstreet, revised in
the light of a 1955 survey by the Natural
Business Year Committee of the American
Institute of Accountants of a nationwide sam
ple of certified public accountants. While the
closing dates indicated in the list may not
always be appropriate in the specific business
under consideration, it is intended to show
the approximate ending of the natural business
year for each trade or industry.
While no attempt will be made to present
an extensive presentation, it might be inter
esting to look at some of the appropriate
closing dates for various types of business.
January clearance sales have long heralded
the January 31st closing dates adopted by
many retail merchants, such as department
stores, apparel shops, drugs, hardware, toys,
radio and television stores. Consider the prob
lem if inventory were taken in these lines at
December 31st, in the midst of the hectic
days of exchanging Christmas merchandise,
with the exchange problem extending well
into January. The holiday season would prob
ably have produced an all-time high in ac
counts receivable, and the accounts payable
and other obligations necessary to finance
the rush business would also be at a peak.
In addition, the merchants would find it nec
essary to rely on clerks exhausted from the
holiday business to make the inventory count.
February 28th is considered an appropriate
closing date for real estate operations, con
struction, and food canning.
June 30th is widely used by manufacturers
and dealers in drugs and certain food lines,
including groceries, fruit and vegetables.
September 30th has been adopted as a
closing date by manufacturers of aeronautical
supplies and parts, electrical equipment and
supplies, beverages, canner’s equipment and
toys.
October 31st is often used by meat packers
and by industries manufacturing lumber,

men’s clothing, brick and clay products, and
sporting goods.
How does one change to a natural business
year? The by-laws of the corporation may re
quire amendment, the tax regulations must
be observed, and companies regulated by the
Securities and Exchange Commission must file
interim reports when the period between fis
cal years is three months or more. Before a
corporation makes a change, its officers should
consult with both the corporate auditor and
the corporate attorney to ascertain whether
such a change would be appropriate. Again
the AICPA’s publication “Do You Close Your
Books on New Year’s Eve” spells out the re
quirements succinctly:
“Tax regulations allow corporations to do this
(change their year end closing date) without
advance permission if they haven’t changed
their tax year in the previous ten years, there
is no loss in the interim period between the
two closing dates, and certain other require
ments are met. Other taxpayers (including
corporations which do not meet these require
ments) must request permission within one
month after their new closing date. A partner
ship may not adopt or change to a tax year
other than that of all its principal partners,
unless the government is satisfied that it is for
a business purpose.”

The practice of closing the books at the end
of a complete business cycle may be traced
back to the Italian merchants at the close
of the 15th Century.1 These merchants de
termined profits at the close of each venture.
In the case of a ship owner, this might be a
complete voyage, which could cover a period
of more or less than a year’s duration. Later
the procedure of closing the books at the end
of a fiscal year was established among those
who kept books, and more often than not this
closing date was not December 31st. Often
this date was selected as one year after the
date the business was started.
With the enactment of the Corporation Ex
cise Act of 1909, corporations were required
to report on a calendar year basis. The Reve
nue Act of 1913 permitted the filing of tax
returns on a fiscal year basis, but the preced
ing four years apparently had established the
trend of using December 31st as a closing
date.
In 1933, twenty years later, according to
the Internal Revenue Service, 14% of corpo
ration income tax returns were filed on a fiscal
year basis. By 1961 this percentage had in
creased to 51%.2
It appears that the fiscal year is more widely
used by smaller corporations, as less than
28% of corporations reporting income in ex
cess of $1,000,000 in 1960-1961 were on a
fiscal year basis.3 This is further borne out by
(Continued to page 15)
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In This Issue
The name “Marguerite Reimers” is a wellknown one to regular readers of this publica
tion since, less than one year ago, she com
pleted six years of work as editor. Miss Reimers
has her own practice in Seattle, Washington,
and has been a valuable member of AWSCPA
and ASWA, as well as of other professional
and civic organizations. Her article “Benefits
of Adopting a Natural Business Year” should
be of particular interest since it reaches our
readers just as they conclude an extremely
busy period in connection with the require
ments of “calendar year” businesses.
“Public Accounting—and Opportunities for
Women in It” is based upon research done
by Dorothy Brandon for her MBA at the Uni
versity of Washington. Miss Brandon is pre
sently a professor in the School of Business
of East Carolina College, Greenville, North
Carolina. She provides many references to
material published by several AWSCPA and
ASWA members; and her comments should be
helpful to any readers who may be considering
careers in public accounting.
Johne Souden, C.A. of Aberdeen, Scotland,
attended the 1962 International Accountants

Natural Business Year (continued)

the fact that three times as much taxable in
come was reported by corporations reporting
on a calendar year basis, as compared with
those which use another closing date.
Annually Fortune Magazine lists informa
tion on the 500 largest industrial corporations
(based on sales). For a recent year the editors
advised that 123 of these companies reported
closing dates other than December 31st. How
ever, 16 of these used the dates of December
26, 27, or January 1, 2, or 3, so that, for all
practical purposes, one might say that only
21% used a fiscal year.
Both the Securities and Exchange Com
mission and the New York Stock Exchange
have endorsed the principle of the natural
business year. The Federal government has
set an example by using June 30th as the
close of its fiscal period.
Although the public accountant may spread
his audit work by planning for interim work
in confirming accounts receivable and inven
tories, there is no question but that he can
better serve his clients if more of the work is
spread throughout the year.
In planning for natural business years, how
ever, it is possible to have severe bottlenecks
develop at other closing dates. One accounting
firm which was actively encouraging new cor

Conference in New York, and many of our
members met her at that time. Our February
1964 issue contained a report of the 1963
European Congress of Accountants, which was
submitted by Pauline Graham of London,
England. Other foreign readers of our publica
tion have indicated that they expect to submit
material for forthcoming issues.
DATES AND PLACES TO REMEMBER
The 1964 regional and annual meetings of
women accountants offer an excellent opportun
ity for our readers to become acquainted with
other women accountants. Information con
cerning any or all of them may be obtained
from Miss Beatrice Langley, Supervisor, Na
tional Headquarters, 327 South LaSalle Street,
Chicago, Illinois 60604. Meetings will be held
as follows:

ASWA Regional Meetings
May 21-23
Grand Rapids, Michigan
June 19-21
San Diego, California
AWSCPA-ASWA Joint Annual Meeting
September 30-October 3
Miami, Florida

porations to adopt a natural business year
and to have other clients shift to this plan,
posted a bulletin board in its working area.4
The closing dates of all clients were listed
under twelve monthly headings. In addition
to providing a visual presentation of the an
nual work load, this had the effect of encour
aging the staff to “sell the natural business
year.”
1From a study conducted by Ralph S. Johns,
summarized in part, “Brief History of the Natural
Business Year Movement,” American Institute of
Accountants, n.d., page 1 (mimeographed).
2“Statistics of Income—1960-1961, Corporation
Income Tax Returns,” Internal Revenue Service.
3“Trend Continues to Natural Business Year,”
Harry J. Reiss, Jr. Journal of Accountancy, August,
1960.

4“Practitioner’s Forum,” Journal of Accountancy,
August, 1960.
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